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* Company in care of First Jersey National Bank, P.O. Box 960, Jersey City, N.J. 07303, U.S.A., or to 505 Eighth Avenue 


South West, Calgary, Alberta, Canada T2P 1G2. 


Chairman’s Message 


To the Shareholders... 


In last year’s Annual Report | categorized Canada 
Southern as a ‘‘Four-Phase’’ company, referring to the 
Fourth Phase as the period that will be ushered in when 
our large holdings in the Canadian Arctic begin to yield 
significant income. Recent fast-moving developments in 
the world’s energy picture, highlighted by the marked 
escalation of prices for both oil and gas, now lead us to 
conclude that this Fourth Phase will occur much earlier 
than first anticipated. 


There is evidence that your Company may well 
begin to experience significant earnings growth during 
the 1980's. For example, a recently completed report by 
D & S Consultants of Calgary, an engineering consulting 
firm, places your Company’s share of proven gas re- 
serves in the Hecla field at 16.067 billion cubic meters 
(567 billion cubic feet). No estimates yet have been 
given for the probable reserves of natural gas of the 
Hecla, Kristoffer, and Whitefish fields, which undoubt- 
edly will prove to be substantial as the results of 
additional Arctic Islands’ drilling become available. 


This conclusion received strong support during the 
past year, principally as a result of the discovery of what 
reportedly is Canada’s largest gas field at Whitefish in 
the High Arctic, only two and three-quarters miles north 
of Permit 3124 in which Canada Southern holds a 30 
percent carried interest, and actually located on lands as 
to which your Company has “‘after-acquired” rights. The 
Whitefish discovery was made by Panarctic Oils Ltd., a 
consortium consisting of Petro-Canada, the Canadian 
national oil company, and several other oil and mining 
interests. Seismic and geological evidence, according to 
recent reports by the operator of the properties, supports 
a tentative and approximate reserve estimate for 
Whitefish of 141 billion cubic meters (5 trillion cubic 
feet) of gas. Significantly, the southern portion of the 
20,250-hectare (50,000-acre) Whitefish structure, from 
the interpretation of existing seismic data, appears to 
extend well into the northern portion of Canada South- 
ern’s Permit 3124 (see map enclosure). 


Ae 


is 


a aeee Canada Southern now enjoys a sound basis 
for future earnings growth, and our commitment to our 
shareholders continues to be that of dedicating the 
efforts of management and staff to further enhancement 
of your Company’s progress in the years ahead.” 


| have made reference above to the Whitefish dis- 
covery well as being located on acreage as to which 
Canada Southern has ‘‘after-acquired’’ rights. By way of 
explanation, through its agreement with Panarctic cer- 


tain of the acreage comprising Permit 1980, on which 
the Whitefish discovery well is located, is referred to as 
“‘after-acquired’’ or ‘“‘“common-interest’”” acreage, mean- 
ing that if either company, Panarctic or Canada South- 
ern, acquires interests in certain areas subsequent to the 
date of their agreement, the acquiring company is obli- 
gated to offer 50 percent of such interests to the other 
party. Accordingly, Panarctic, which is now in the pro- 
cess of earning (acquiring) a 6.6 percent interest in the 
acreage on which the Whitefish discovery was made, 
will be obligated at the time of acquisition to offer one- 
half of such interest to Canada Southern. Notably, this 
“after-acquired’’ area, in varying interests, amounts to 
more than 526,500 hectares, or 1.3 million acres (areas 
outlined in red on the map), most of which lie within the 
area chosen by Panarctic for intensive future explora- 
tion. 


As previously reported to shareholders, substan- 
tially all of Canada Southern’s Arctic Islands’ properties, 
approximating 2.4 million gross hectares (6.0 million 
gross acres), are operated by the Panarctic consortium, 
with Canada Southern’s position consisting of carried 
interests in 18 separate economic units, ranging from 5 
percent to 30 percent. Since entering into the agreement 
with this group, one gas discovery and one oil discovery 
have been made by Panarctic on properties in which 
Canada Southern holds significant interests. 


Panarctic recently reported that Arctic Islands’ 
exploration now is in transition from rank wildcat dril- 
ling throughout the islands to concerted offshore explo- 
ration in the western Sverdrup Basin, an area encom- 
passing Canada Southern’s major offshore interests. As a 
Carried-interest partner with Panarctic in exploration 
work now being focused on this most prospective area of 
the Arctic Islands, your Company participates in this 
multimillion dollar project without risk to itself. 


The terms of our participation are such that Canada 
Southern can realize its percentage share of the net pro- 
ceeds from any given block’s production at such time 
that Panarctic recoups from production, on a block-by- 


block basis, its exploration and development expendi- 
tures. Moreover, Canada Southern, at its option and on a 
block-by-block basis, reserves the right to convert from a 
30 percent carried interest back to a 30 percent working 
interest in offshore acreage and from 5 percent to 15 
percent carried interests to like working interests on on- 
shore areas. 


Prior to the Whitefish discovery, Panarctic’s con- 
sultants estimated Arctic Islands’ gas reserves at 360 bil- 
lion cubic meters (12.7 trillion cubic feet). While this 
new discovery has not yet been fully evaluated, present 
indications are that the additional reserves attributable to 
it represent.a major increase for the area. Further, and 
looking to the future, Panarctic has stated that a large 
number of offshore geological structures similar to 
Whitefish has been indicated within the western portion 
of the Sverdrup Basin as a result of previously completed 
geophysical surveys. Panarctic has plans to drill two or 
three of these recently identified offshore prospects dur- 
ing the coming winter. 


Complementary applications for the marketing of 
Arctic Islands’ gas presently are on file with Canadian 
regulatory authorities. These are the large-diameter 
pipeline project of Polar Gas Limited and the liquefied 
natural gas (LNG) proposal known as the Arctic Pilot 
Project, which is sponsored by Petro-Canada, Alberta 
Gas Trunk Line Company, and Melville Shipping Ltd. 
According to reports, the Polar Gas Project requires 
threshold reserves of 420 billion to 560 billion cubic 
meters (14.8 trillion to 19.8 trillion cubic feet), depend- 
ing upon whether the project will also carry reserves 
from the MacKenzie Delta. The Arctic Pilot Project, re- 
quiring reserves of only 56 billion cubic meters (2 trillion 
cubic feet), would carry LNG gas, which would be 
liquefied at a plant on the southern shore of Melville 
Island and shipped via tankers to a terminus in eastern 
Canada for regasification and injection into existing 
pipelines. 


According to present plans, pipeline construction 
by Polar Gas Limited would begin by the mid-1980’s, 


* 


with completion toward the end of the decade. The Arc- 
tic Pilot Project, on the other hand, could commence 
much earlier, with production proceeding at an indi- 
cated rate of 7.1 million cubic meters (250 million cubic 
feet) per day. In this connection, early in August (1979) 
The Wall Street Journal carried a news release made by 
Petro-Canada advising that it is negotiating the sale of 
LNG from the Arctic Islands’ fields to several gas com- 
panies in the United States, including Southern Natural 
Resources in Birmingham, Alabama. This refers, of 
course, to the Arctic Pilot Project described above. The 
article made reference to certain of the negotiations as 
being in an ‘‘advanced”’ stage, and a Southern Natural 
spokesman is quoted as saying his company would pur- 
chase ‘‘about 250 million cubic feet per day of Arctic 
LNG.” 


Elsewhere in Canada, Columbia Gas Development 
of Canada Ltd., operator of the Kotaneelee field, applied 
in April of this year to the Canadian National Energy 
Board for permission to export 5.8 billion cubic meters 
(204 billion cubic feet) of Kotaneelee gas over a 15-year 
period. This gas would be delivered to Columbia’s par- 
ent company in the United States. Assuming approval of 
the export by the Energy Board, present plans call for 
deliveries to begin in 1980. Columbia also advised that 
applications for export of additional Kotaneelee reserves 
will be made as development of the field continues. 


Production of gas from the Kotaneelee field, in 
which your Company holds a 30 percent carried inter- 
est, began for a limited period earlier this year upon 
completion of the field’s dehydration plant. Capacity of 
the plant is 2.0 million cubic meters (70 million cubic 
feet) daily. Initial sales to Westcoast Transmission Com- 
pany Limited on a short-term basis were at the rate of 
413.4 thousand cubic meters (14.6 million cubic feet) 
daily. At such time as Columbia’s export application is 
approved, and given the addition of at least one more 
completed well in the field, deliveries of up to 1.16 mil- 
lion cubic meters (41 million cubic feet) per day may be 
anticipated. 


Apart from these major undertakings, all of which 
carry promise of significant growth for Canada Southern 
during the years ahead, the past year witnessed contin- 
ued profitability, albeit at lower than expected levels due 
to delays at Kotaneelee and unanticipated gas and oil 
development programs on our British Columbia proper- 
ties. In that respect, Esso Resources recently received 
approval from the British Columbia government for an 
oil development program involving the drilling of seven 
wells in a lower zone of the Boundary Lake field. This 
zone, in which Canada Southern holds a 17% percent 
working interest, lies below the main oil horizon. 
Additionally, there have been two proposals for the dril- 
ling of gas development wells in the upper zones in 
which your Company’s working interest also is 17% 
percent. 


In the Doe area of northern British Columbia, 
Dome Petroleum recently completed two wells as mod- 
erate gas producers on properties in which Canada 
Southern holds a 26.25 percent working interest. These 
wells are presently shut-in awaiting the extension of 
pipelines into the area. 


It is our feeling that Canada Southern now enjoys a 
sound basis for future earnings growth, and our com- 
mitment to our shareholders continues to be that of ded- 
icating the efforts of management and staff to further 
enhancement of your Company’s progress in the years 
ahead. 


On behalf of the Board of Directors, 


fe © ekon 


John W. Buckley 
Chairman of the Board 


Calgary, Alberta 
September 14, 1979 


CANADA 


British Columbia 
Pacific Agreement 
Working Interest 
Carried Interest 


Phillips Agreement — Carried Interest 


Other 


Overriding Royalty Interest 
Working Interest 


Carried Interest 


Alberta 


Overriding Royalty Interest 


Yukon & Northwest Territories 
Liard Basin 

Atkinson Agreement — 

Carried Interest 

Dome-Pan Am Agreement — 

Carried Interest 


Columbia Gas Agreement — 
Carried Interest 


Arctic Islands 


Panarctic Agreements 
(see table, page 5) 
TriCeeTee 


Overriding Royalty Interest 
B.P. Sub-Farmout 


AUSTRALIA 


Total British Columbia 


Total Panarctic Agreements 


PETROLEUM ACREAGE SUMMARY — JULY 31, 1979 


Gross 
Acreage 
in Which 
Interest 
is Held 


S120? 
617971 
190,637 


7,278 
19289 
35,808 


346,195 


320 


101,166 
62,794 


73,038 
2720 


249,718 


27722510 
3,237,814 


5,959,944 
26,967 
56,659 


6,045,570 
6,641,803 


76,800 
6,718,603 


Held Under 


Lease 


Sy eop bi 
hi, 170 
20,493 


563 
2,070 
1,260 


43,467 


2277-63 
28,258 


21911 
11,448 


84,380 


2905 


2903 


2905 
L307 57 


OF oF 


Net Acreage 


Held Under 
Permit 


4,235 


1,810 


6,045 


1337201 
954,242 


1,087,443 
388 
19,843 


1,107,674 
Aa In is ZS) 


3,840 
TALL ee. 


Total 


2275703 
28,258 


21,911 
11,448 


84,380 


136,106 
954,242 


1,090,348 
388 
19,843 


eI 1O5Z38. 
1,244,476 


3,840 
1,248,316 


COMPANY-INTEREST PROPERTIES IN PANARCTIC AGREEMENTS — JULY 31, 1979 


Interest retained by Company 


Properties Gross Acres Carried Interest Net Acres 


TriCeeTee Agreement 
Prince Patrick, Melville, Emerald, Vanier, 


SAMerOnmENel RiMeNeS: COMIWaAlllase see csenceecen-ectr cqeses ects IX PIE AAG 5.0% 136,106 
Canada Southern-Clark-Skelly Agreement 
El a) BER TRS ac seca cic nea eta cen se nee Renee ee oon me 57240 6.0% 3,433 
Canada Southern 
2 | [XS RAVER D vase toe SOR Me ee Sa eo Rn 227482 15.0% 3, o72 
ORSMOre POVElOMUD DaStlitees.aece carte catsccenesstee-ccnsaesenssausss 3150) 122 30.0% 947,437 
5,959,944 1,090,348 


Does not include the Company’s additional interest to be acquired under the sub-farmout agreement covering permits on 
Vanier Island. 
(2) Area divided into six blocks, each converted to 30.0% carried interest, which may be reconverted to 30.0% working interest 


at the Company’s option. 


Company interest _ 


— Cost to 
— Convert to 
___ Production  - : “Production _ Working | 
— es Proceeds _ pend _ Proceeds _ __ Interest 
Pacific Agreemen _ 
_Ex-Permits : "$19,512,877 . , 
ee 


_ BePermit 12 : 7,823,287 1 ! 


(36,528) C62) 3 231,138 5,636,620 50.00 $2,818,310 


419,507 554 1, 739,467 817), 396) 2775 
2 203, 266 0,709 2, 622, 486 _ 20,807,217 989973) 2775 


- Dome Pan-American 


Agee - . a. 
_ Ex. Ps. 1007,11 2 1133. 10, 230,208 _ 13,950,198 _ 27,970,892 _ 27,970,892 300 8,391,268 
Ex. Ps. 1136, 27,930 27,930 — 630,472 — 630472 450 283,712 

1,168,335, 450 525,751 


Ex. Ps. 1149, 1156 .. i ea | 13,452 1,168,335 


* i Permits 100-1 04 net proc Is from production became ible 2 to eo Company in M I! rch 1978, and by June 30, 1979 ie = Company S Share Sacuned 
to $802, 995, including $485,818 in fiscal 1978 one $317, 174 1p fiscal 1979. - 


** Ex-Permit 135 net proceed: fom production became payable t to the Company’ in January 197, ond June 30, 1979 the pone 5 share amounted to 
$49,591, as $19,508 in fiscal 1978 and ue 566 in fiscal be  . _ 


*** Ex-Permit 178 net ‘proceeds from production eae payable to the Company in July 1970, ag bi June 30, 1979 the Company S share amounted to 
$1,343,502, including $326,620 in fiscal 1978 and $456, 040 i in fiscal 1979. 


**** Ex.Permit 224 net proceeds from production became avelle to the Company in December | 1968, and ” June 30, 1979 the Company’s share amounted 
to $3,581,863, ey $738, 277 in fiscal 1978 and $673, 684 i in fiscal 1979. 


Canada Southern Petroleum Ltd. (A Canadian corporation) 


Consolidated Balance Sheets 


(Expressed in Canadian dollars) 
June 30, 1979 and 1978 


Assets 
Current assets: 
Gash bei acerieksts ols oh Poidealls oF ie acl oe aw, poles oa 6 oc ae) ae ee 
Term deposits ...4,5 ofecen nese ume fac. seine eee eee 
Accounts receivable and other current-assets <2... .2.. 222...) ae soe 
Total current assets: 2c... S225 5. eee ete ae i i ee 
Oil and gas properties, at cost less accumulated depletion of $1,392,717 and 
$1,156,007 at June 30, 1979 and 1978, respectively (Notes 1 and3) .......... 
Mineral properties; at‘cost (Notes: 1:and'3) "2s. ta. eee ee re et 
Equipment, at cost less accumulated depreciation of $46,047 and $38,244 at 
june30, 1979 and:1978, respectively™ cn sse cut. « of rer eee 
Deferred Charge. in oegaie cc ceteee has wkas 6 ekenee see, SE ee 


Liabilities and Capital 


Current liabilities: 
Bank:loan payable sgn... ode bet et eo 
Accounts payable and accrued liabilities: 
The:Gatawba:Gorporation (NOte Ar eine re ae ee 
Accrued legal torre tee fame hci geo bucd ers 
Gin cl Me Eee wren tea: ane WE Renee y LaMar ARAM oly REY Gite hn a b 


Total:currentiliabilities 2.2553... farregh se cates cir ene eee ee 
Bank loan payable, less current portion included above ................0e eee eee 
Capital (Note 5): 
Capital stock, par value $1 per share: 
Authorized 15,000,000 shares 


Outstanding 8,883,465 and 8,851,465 shares, respectively ................. 
Capitabinexcess of; pat: ValUe@y os tens scr ios eee eee ae ae ee ee 


Accumulated::dericits yc.f ie fee ne ee ee ee a ee ae 


See accompanying notes. 


On behalf of the Board: 
/s/ John W. Buckley, Director 
/s/ Benjamin W. Heath, Director 


$ 9,664,921 


1979 1978 
$ 99,709 4. ean 
734,975 324,975 
332,054 735,351 
1,166,738 1,144,448 
8,156,705 7,658,769 
232,370 427,062 
21,806 20,840 
87,302 = 
$ 9,664,921 $9,251,119 
§ ase $ 144,000 
= 37,498 
53,624 23,477 
292,002 109,474 
345,626 314,449 
= 248,000 
8,883,465 8,851,465 
14,562,294 14,456,694 
23,445,759 —- 23,308,159 
(14,126,464) (14,619,489) 
9,319,295 8,688,670 


$ G25 AAG 


Canada Southern Petroleum Ltd. (A Canadian corporation) 


(Expressed in Canadian dollars) 


Income: 
Proceeds under carried interest 
ACheCIMEIISINOUCS) Mer eh weer ate con ous 
MENLCRE St eRe te HON Wet ua enw 9 Sm 
@illandieasisalesian vile ally 9 askew. wnettnns 
Gains and (losses) on sales 
of equipment and properties ......... 
RENAN OlliClamer. erties. see cates 


Costs and expenses: 

General and administrative 
(NOESE4rand'6) ees! cee eee 

Abandonments (Note 3) 3.255.227 55..5- 

Depletion, depreciation and amortization 

Hedseroperatins COStsts oo. «tee ee. 

Write-off of investments ............... 

ARETE: 2% sce See ea ee eee eg 


Income (loss) before taxes on income 
ancrextiaordinary: tem). > Aas. os wees = 
Provision for taxes on income (Note 7) ... 


Income (loss) before extraordinary item 

Tax benefit realized from carryforward of 
exploration, development and lease 
acquisition costs not claimed in prior 
VCATSRUNOUEL/)) eterna ates Ser ene heed eles 


eRIICOMMEU OSS Mee me ane ere eee cet 
Accumulated deficit — beginning of year ... 


Accumulated deficit—end of year ........ 
Average number of shares outstanding 


Per share based on average number of 
shares outstanding during the period: 
Income (loss) before 
exiraordinany eMiseaer ee «a se 
PxtraOrcinanyaite i parects.cten sence tes 


MetiHNCOMerlOss) aris Ss a 


See accompanying notes. 


Year ended June 30, 


Consolidated Statement of Operations and Accumulated Deficit (Note 1) 


$(14,234,640) $(14,809,464) 


$(15,557,906) $(14,619,489) 


1975 1976 1977 1978 1979 
271,743 $ 241,430 2337902 8 oon 49295 1,468,691 
73,666 28,430 135999 16,145 56,303 
Sone) L517 OD 144,693 309,404 223,903 
= 335,583 (1,390) = i 
35,987 2/77 OL. 413 = — 
466,517 708,985 SOT 297, 1,874,842 1,748,897 
577,029 763,253 640,998 713,478 745,603 
30,156 223,891 55 a 203,702 
141,545 107,105 130,937 166,548 244,514 
18,892 22,220 28,447 197258 36,478 
O77, 143,947 310,224 2,154 (15,994) 
18,428 as yale B) 29,078 34,987 41,569 
786,427 1,283,809 WAS 93739. 936,425 15255,67 2 
(319,910) (574,824) (748,442) 938,417 493,025 
- = — 291,000 262,000 
(319,910) (574,824) (748,442) 647,417 251,025 
— — - 291,000 262,000 
(319,910) (574,824) (748,442) 938,417 493,025 
(13,914,730) (14,234,640) (14,809,464) (15,557,906) (14,619,489) 


$(14,126,464) 


8,764,965 8,764,965 80107273 8,851,465 8,873,619 
$(.04) $(.07) $(.08) $.08 $.03 

— — _— .03 .03 
$(.04) $(.07) $(.08) » EL $.06 


Canada Southern Petroleum Ltd. (A Canadian corporation) 


(Expressed in Canadian dollars) 


Source of working capital: 
Netincome:(|0ss) aces eee ee 
Charges (credits) to revenues not involving 
outlay of working capital in Current 
periods: 
Depreciation, depletion and amortization 
Write-off of investments ............... 
Abang Onmientse a. «ceeeicks te. ene ees eee 


Gains and losses on sales of 
equipment and properties 


Working capital (used in) 
provided by operations ......... 
Net proceeds from sales of capital stock 
EXencise:01stock ODUOMS = hu. maces eee ae 
Proceeds from sales of equipment 
or properties 
Bank loan 


Disposition of working capital: 
Additions to oil, gas and mineral properties .. 
INGrease- INUNV.ESEMEeItSessearen te eee ees 
Expenses of capital stock offerings .......... 
Decrease in bank loan (noncurrent) ......... 
Deferred charge 
Other 


Increase (decrease) in working capital 

by component: 
CAST T ae he Reta eins: Bnd bob IA, DEFY Ue cot Ret A 
FE eCL Ee DOSIAS carmen ks (Ret meee chia ek SA ere) ange 
Accounts receivable and other current assets . 
Bank-loanipaVabl@gue ecw: ees ue ene 
Accounts payable and accrued liabilities 


Increase (decrease) in working capital 


See accompanying notes. 


Consolidated Statement of Changes in Financial Position 


Year ended June 30, 


1975 1976 1977 1978 1979 
$ (319,910) $ (574,824) $ (748,442) $ 938,417 $ 493,025 
141,545 107,105 130,937 166,548 244,514 
B77 142,769 308,999 ae me 
30,156 223,891 = 200,211 
a (335,583) 1,390 = = 
(147,832) (436,642) (307,116) ~—« 1,104,965 937,750 
= = 177,454 2 = 
<2 = Ms ed. 137,600 
10,000 588,765 281 115,000 = 
_ z 392,000 - = 
(137,832) 152,123 262,619 1,219,965 1,075,350 
662,640 300,666 303,556 366,932 740,167 
5,579 10,204 16,625 = ~ 
26,416 103,616 as zs = 
Ee eS = 144,000 248,000 
2 as e = 87,302 
65 8,091 329 15,982 8,769 
694,700 422,577 320,510 526,914 1,084,238 
$ (832,532) $ (270,454) (57,891) $ 693,051 (8,888) 
$ 12,607 (8,168) (28,396) $ 61,383 15,587 
(755,000) (310,025) 100,000 30,000 410,000 
(43,754) 10,205 42,829 602,803 (403,297) 
= aa (99,688) (36,000) 144,000 
(46,385) 37,534 (72,636) 34,865 (175,178) 
$ (832,532) $ (270,454) $ (57,891) $ 693,051 (8,888) 


Canada Southern Petroleum Ltd. (A Canadian corporation) 


Consolidated Statement of Capital Stock and Capital in Excess of Par Value 


(Expressed in Canadian dollars) Years ended June 30, 1978 and 1979 


Number 
of 
shares 
Balance at June 30, 1977 and 1978 8,851,465 
Exercise of stock options ......... 32,000 
Balancerdk une: 30219795. wen 8,883,465 


See accompanying notes. 


Notes to Financial Statements 


Capital Capital in 
stock, $1 excess of 
par value par value Total 
$8,851,465 $14,456,694 $23,308,159 
32,000 105,600 137,600 
$8,883,465 $14,562,294 $23,445,759 


June 30, 1979 


1. Summary of significant accounting policies and current 
developments 

The accompanying consolidated financial statements 
include the accounts of Canada Southern Petroleum Ltd. 
(Canada Southern) and its wholly-owned subsidiary, Can- 
pet, Inc., hereafter referred to collectively as the Company. 

The Company, which is engaged in only one industry, 
exploration for and development of oil and gas properties, 
principally in Canada, follows the full cost method of ac- 
counting for oil and gas properties, whereby all costs asso- 
ciated with the exploration for and the development of oil 
and gas reserves are Capitalized. Proceeds received from 
disposal of properties are credited against accumulated 
costs. Depletion on net costs accumulated in the Canada 
cost center (excluding the Arctic Islands and Kotaneelee 
Field) is provided on the composite unit-of-production 
method based on estimated recoverable proven reserves. 
Expenditures incurred in the Arctic Islands, Kotaneelee 
Field and Australia are being deferred pending the results of 
exploration in progress or commencement of production. 
These costs will be depleted by cost center on the basis of 
reserves discovered or written off to income if exploration 
activities prove unsuccessful. 

Properties abandoned prior to July 1, 1974 were not 
capitalized as the resulting total cost of the properties 
would have exceeded their estimated value at that date. 

The Securities and Exchange Commission (SEC) has 
recommended development of an accounting method that 
recognizes valuations of proved oil and gas reserves in the 
balance sheets and income statements of oil and gas pro- 
ducers. Until the new method, Reserve Recognition Ac- 
counting (RRA), is developed, for fiscal years ending after 
December 25, 1979, the SEC will allow either successful 
efforts accounting as prescribed by Statement of Financial 
Accounting Standards (SFAS) No. 19 or a form of full cost 
accounting as prescribed by the SEC. The Company’s 
present accounting policies are substantially in agreement 
with the form of full cost accounting prescribed by the SEC 
so that a change to the SEC form of full cost accounting 
would have no significant effect on the financial position or 
results of operations of the Company. Certain other disclo- 


sures will be required in the financial statements such as 
information concerning estimated future net revenue from 
proved oil and gas reserves. According to the SEC, ‘The 
feasibility of RRA, however, is not assured, because of the 
inherent imprecision of reserve valuations and, therefore, 
the ultimate method of reporting is not yet determinable.” 

Acquisition costs, exploration and development ex- 
penditures and other costs related to mineral properties are 
capitalized until such time as it is determined whether 
commercially exploitable reserves exist. Costs associated 
with properties which are determined to be unsuccessful or 
abandoned are charged to income. Costs associated with 
commercially exploitable prospects will be amortized or 
depreciated on a unit-of-production method. 

Depreciation has been provided for equipment other 
than well equipment by the straight-line method based on 
estimated useful lives. Depreciation of well equipment and 
amortization of intangible drilling costs pertaining to pro- 
ducing wells are computed by the unit-of-production 
method. 

Transactions for settlement in U.S. dollars have been 
converted at average monthly exchange rates. During the 
five years ended June 30, 1979, exchange gains and losses 
have not been significant. 

For Canadian income tax purposes, the Company 
may claim as a tax deduction exploration, development 
and lease acquisition costs in the year incurred, and capital 
cost allowances (depreciation) in amounts which may ex- 
ceed those provided in the accounts (see Note 7). 

The Securities and Exchange Commission issued an 
order dated April 11, 1978 directing that an examination 
and private investigation by the Staff of the Commission be 
made of the Company, the Catawba Corporation 
(‘‘Catawba’’) (see Note 4) and Catawba’s other client com- 
panies. The Commission has expressed interest in inves- 
tigating, among other things, the Australian hydrocarbon 
reserves of the various companies, the relationship be- 
tween those companies and Catawba and the fees and 
royalties paid by them to Catawba to determine whether 
possible violations of the Securities Exchange Act of 1934 
and/or the Investment Company Act of 1940 may have 
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occurred. During fiscal 1979 the Company furnished cer- 
tain documents requested by the Staff of the Commission. 
The Company is cooperating fully with the Commission in 
providing whatever information may be required and be- 
lieves it has committed n9 violations. 


2. Investments and advances 

Under an agreement dated March 6, 1979, the Com- 
pany exchanged shares and debentures of Borealis Explora- 
tion Limited (Borealis) and working interests in certain min- 
eral properties operated by Borealis for overriding royalty 
interests in properties on Melville Peninsula and Baffin Is- 
land in northern Canada. The Company had written down 
its investment in Borealis to a nominal value of $1 at June 
30, 1977; accordingly, the overriding royalty interests are 
carried at $1 in the accompanying consolidated balance 
sheet. 


3. Properties and related exploratory and other expenses 
Net oil, gas and mineral properties by cost center are 
as follows: 


1979 1978 

Oil and gas properties: 
@Canadaycn seeese tes ter $3,968,219 $3,521,957 
ATcticllslandSaeeeeeeee 2,940,630 2,889,341 
Kotaneelee Field ....... 1,119,828 1,119,443 
8,028,677 7,530,741 
Alistralliaeee eee 128,028 128,028 
8,156,705 7,658,769 
Mineral properties ....... 232,370 427,062 
$8,389,075 $8,085,831 


Current valuations of proved reserves and other dis- 
coveries exceed related book value plus expected devel- 
opment costs. 

Amounts represented by oil and gas properties and 
mineral properties, aggregating $3,301,028 and 
$3,444,431 at June 30, 1979 and 1978, respectively, are 
substantially unexplored or underdeveloped. 

The Company’s properties and property interests are 
located in British Columbia, the Yukon and Northwest Ter- 
ritories, the Arctic Islands and Alberta in Canada and in 
Australia. 

At June 30, 1979, substantially all of the acreage lo- 
cated in British Columbia and the Yukon and Northwest 
Territories was covered by carried (net profits) interest 
agreements. These carried interest agreements provide that 
profits are not payable to the Company until expenditures 
by the operators have been recouped from production. 
Also, the Company may at any time elect to convert its 
position from a carried interest to a working interest by 
paying its share of the expenditures not recouped by profits 
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from production. At June 30, 1979 and 1978, the accumu- 
lated expenditures by the operators attributable to all of the 
Company's carried interests in these areas exceeded the 
amounts recouped from production by approximately 
$10,800,000 and $3,500,000, respectively. Two blocks, in 
which the Company’s interest is 27.75%, have reached 
payout status. The Company’s share of profits from these 
blocks was $271,743, $241,430, $222,065, $1,043,967 
and $1,129,724 for the five years ended June 30, 1979, 
which amounts have been credited to income. In fiscal 
1979 and 1978, the Company received income of 
$338,967 and $505,326, respectively, from other carried 
interests. Of the 1978 amount, approximately $355,000 
related to recoveries of tax credits (in the fourth quarter) 
arising from exploration expenditures; approximately 
$254,000 of this amount relates to prior years and is non- 
recurring. 

The Company has a 30% carried interest in the 
Kotaneelee Field in the Yukon Territory. Three wells have 
been completed and a fourth is presently drilling. The orig- 
inal discovery well was drilled in 1964 and required a 
significant amount of rework, which was recently com- 
pleted. In February and March 1979, a small amount of gas 
was produced from this field. The operator of the 
Kotaneelee Field has made an application to the Canadian 
National Energy Board which, if granted, would allow the 
export of a maximum of 204 billion cubic feet of gas during 
a fifteen year period beginning January 1, 1980. 

Most of the Company’s interests in the Arctic Islands 
are subject to carried interest agreements with Panarctic 
Oils Ltd. The Company’s carried interests range from 5% to 
30%. 


4. The Catawba Corporation 

For the five years ended June 30, 1979, the Company 
was charged $227,004, $362,320, $309,171, $300,069 
and $381 for financial, technical and other services ren- 
dered by Catawba. By virtue of Catawba’s contracts with 
Canada Southern and the services Catawba performed pur- 
suant thereto, and the fact that certain officers and directors 
of Canada Southern were also officers, directors or share- 
holders of Catawba, Catawba may have been deemed a 
“parent” of and to ‘‘control’’ Canada Southern, as such 
terms are defined in the Securities Act of 1933, as 
amended. By agreement between Canada Southern and 
Catawba dated May 10, 1978, the parties agreed to termi- 
nate as of May 31, 1978 their contract dated as of August 1, 
1973. Certain of the directors, officers and employees of 
Catawba who were also directors or officers of Canada 
Southern have severed their relationships with Catawba. In 
view of the termination of the Catawba contract and the 
severing of these relationships, the Company believes that 
the statement that Catawba may be ‘‘deemed to be a ‘par- 
ent’ of and to ‘control’ Canada Southern” is no longer ap- 
plicable. 


5. Capital and stock options 
Stock options outstanding at June 30, 1979 are summarized as follows: 


Market price at 


Option price date of grant 
Number 
Expiration of Per Per 

Optionee _ Date of grant date shares share Aggregate share Aggregate 
Officers and director Ord 7, WO Oct. 6, 1982 20,000 $4.30 $ 86,000 $4.30 $ 86,000 
Employees Octe alo Oct. 6, 1982 2,500 4.30 10,750 4.30 10,750 
Officers and director May 11, 1979 May 10, 1984 86,500 5.00 432,500 5.00 432,500 
Employees May 11, 1979 May 10, 1984 7 500 5.00 37,500 5.00 37,500 

116,500 $566,750 $566,750 


The options granted October 7, 1977 were granted 
under an incentive option plan on 300,000 shares of 
Canada Southern’s capital stock adopted by the Board of 
Directors on September 21, 1973 and the options granted 
May 11, 1979 were granted under a new incentive option 
plan on 300,000 shares adopted by the Board of Directors 
on December 13, 1978. All options were exercisable on 
the date of grant. There were 206,000 and 68,500 shares 
reserved for future option grants at June 30, 1979 and 1978, 
respectively. In August 1978, as a result of the termination 
of the Catawba contract (see Note 4), options on 150,000 
shares granted to Catawba expired and on November 20, 
1978, options on 27,000 shares granted to officers and 
employees expired without exercise. In October 1978, a 
director exercised an option on 32,000 shares at $4.30 per 
share, an aggregate of $137,600; at that time, the average 
market price was $5.90 per share, an aggregate of 
$188,886. There were no other changes in stock options 
during the two years ended June 30, 1979. 

Upon exercise of options, the excess of the proceeds 
over the par value of the shares issued is credited to capital 
in excess of par value. No charges are made against income 
in accounting for options. 

The letters patent, as supplemented, of the Company 
provide that no person (as defined) shall vote more than 
1,000 shares. 

No dividends were paid during the five years ended 
June 30, 1979. 


6. Compensation 

The Company has a contributory pension plan which 
is in effect for all employees and is administered by an 
insurance company. Benefits payable on retirement to em- 
ployees are guaranteed by annuities purchased by the in- 
surance company. The Company’s policy is to fund pen- 
sion cost accrued, except that total prior service cost for the 
plan was prepaid in 1979. Contributions by the Company 
to the pension plan on behalf of all employees were 
$13,015, $11,759, $29,075, $33,274 and $33,957 for the 
five years ended June 30, 1979. 


Compensation of directors, officers and senior em- 
ployees allocated to or paid directly by Canada Southern, 
including contributions to a pension plan on their behalf, 
amounted to $184,168 and $276,134 for the years ended 
June 30, 1978 and 1979, respectively. Of these amounts, 
$54,455 and $84,519 were on behalf of directors and 
$129,713 and $191,615 were on behalf of officers. At June 
30, 1979, there were five directors and five officers, of 
which one was also a director. 


7. Income taxes and extraordinary item 

The amount of income tax expense for fiscal 1978 is 
lower than the amount computed by multiplying pretax 
income by the statutory Canadian rate of 46% due to 
statutory deductions for depletion and resource allow- 
ances. The amount of income tax expense for fiscal 1979 is 
higher than the amount computed by multiplying pretax 
income by the statutory Canadian rate of 46% due to non- 
deductible mineral costs which were charged to abandon- 
ments for financial reporting purposes. This was partially 
offset by statutory deductions for depletion and resource 
allowances. 

For the years ended June 30, 1978 and 1979, the 
Company realized tax benefits of $291,000 and $262,000, 
respectively, for Canadian income tax purposes from Car- 
ryforward of exploration, development and lease acquisi- 
tion costs not claimed in prior years. For the five years 
ended June 30, 1979, the Company had no Canadian in- 
come tax liability and at June 30, 1979, the following 
amounts remained to be carried forward indefinitely to re- 
duce future taxable income: 


Drilling, exploration and lease acquisition costs ... $13,400,000 


Undepreciated capital’costs 3.5 Seto. ae use. = eye 700,000 
Capital losses (can only be used against future 
VEAaTSuCaMilalealnis) poet tte tery cee ec lnraels crus) 150,000 


The tax benefits attributable to the above accumu- 
lated expenditures will not be reflected in the financial 
statements until such benefits are realized. 
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Report of Independent Public Accountants 


The Shareholders 
Canada Southern Petroleum Ltd. 


We have examined the accompanying consolidated balance sheets of Canada 
Southern Petroleum Ltd. at June 30, 1979 and 1978 and the related consolidated 
statements of operations and accumulated deficit and consolidated changes in 
financial position for each of the five years in the period ended June 30, 1979 and of 
capital stock and capital in excess of par value for the two years ended June 30, 
1979. Our examinations were made in accordance with generally accepted auditing 
standards and, accordingly, included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 


In our opinion, the financial statements mentioned above present fairly the 
consolidated financial position of Canada Southern Petroleum Ltd. at June 30, 1979 
and 1978, the consolidated results of operations and the consolidated changes in 
financial position for each of the five years in the period ended June 30, 1979 and the 
consolidated changes in capital stock and capital in excess of par value for the years 
ended June 30, 1979 and 1978, in conformity with generally accepted accounting 
principles applied on a consistent basis during the period. 


ARTHUR YOUNG, CLARKSON, GORDON & CO. 


Hartford, Connecticut 
August 28, 1979 


Supplementary and Market Information 


The present year marks the 25th Anniversary of the 
incorporation of Canada Southern Petroleum Ltd. The 
Company was incorporated in 1954 under the Canada 
Corporations Act as a result of a plan of reorganization of 
a predecessor company, Canada Southern Oils, Inc. 


The Company is engaged in the exploration and 
development of properties containing or believed to 
contain recoverable hydrocarbon reserves and mineral 
deposits. At present, a major portion of these properties 
is undeveloped. Substantially all of the acreage held by 
the Company is covered by carried-interest agreements, 
which provide that profits are not payable to the Com- 
pany until expenditures by the operators have been re- 
couped from production. The Company may, at any 
time, elect to convert its position from a carried position 
to a working-interest position by paying its share of the 
expenditures not recouped by profits from production. 


The Company’s shares of capital stock are listed 
and traded under the symbol “CSW” on the Toronto and 
Montreal stock exchanges in Canada and on the Pacific 
and Boston stock exchanges in the United States. The 
Company's shares are also traded under the symbol 
“CSPEF” in the NASDAQ over-the-counter market. 


The total sales volume on the Pacific Stock Ex- 
change for the years 1977 and 1978 amounted to 
919,808 shares and 1,708,558 shares, respectively, and 
a quarterly price range for such shares during 1978 and 


Management's Discussion and Analysis 


1979 follows (prices expressed in U.S. dollars): 


Ist 2nd 3rd 4th 
1978 quarter quarter quarter quarter 
GAIN Waseem. 5 7/16 5 6 1/2 5 7/8 
Le cree sdua tonite 3 11/16 3 3/4 4 5/16 4 

Ist 2nd *3rd 
1979 quarter quarter quarter 
ulti ae erence 4 15/16 61/8 6 13/16 
OW hares chucoseeeee 4 41/8 4 15/16 


*through July 31 


The total sales volume on the Toronto Stock Ex- 
change for the years 1977 and 1978 amounted to 
7,383,200 shares and 6,377,018 shares, respectively, 
and a quarterly price range for such shares during 1978 
and 1979 follows (prices expressed in Canadian dollars): 


Ist 2nd 3rd 4th 
1978 quarter quarter quarter quarter 
Pughieert acho sis 5.62 7 AD 6.75 
OW it as ere ane eee 4.20 4.35 4.85 4.80 
Ist 2nd *3rd 
1972: quarter quarter quarter 
Eig itieeenncteee DO/- 7 .OO FEW 
LOW fete eta seet oe 4.95 5.00 5162 


*through July 31 


Ba a ae 


1979 vs 1978 

The Company recorded its second profitable year 
in a row in 1979, although revenues were down slightly 
because oil and gas sales and carried-interest proceeds 
were adversely affected by weak demand and refinery 
shutdowns early in the year. Interest income rose as the 
amount invested in time deposits increased. 


Increases in general and administrative expenses 
related to salaries and employee benefits as well as to 
legal and stockholders’ expenses. Lease Operating costs 
in 1979 increased due to inflationary pressures. The 
Company in the same year made a partial recovery relat- 
ing to an investment in a project previously written off. 
The abandonments in 1979 included a mineral project 
in Saskatchewan. Depletion, depreciation, and amorti- 
zation was higher in 1979 as higher cost priorities were 
added to the amortization base. The Company pays no 
income taxes because of the carryforward of explora- 
tion, development, and lease acquisition costs not 
claimed in prior years. 


1978 vs 1977 

The Company recorded its first profitable year in 
fiscal 1978 as a result of a very significant increase in 
proceeds under carried-interest agreements. A portion of 
the increase, estimated at $254,000, related to re- 
coveries of tax Credits arising from exploration expendi- 
tures in prior years and is nonrecurring. However, the 
balance of the increase reflects improvements as carried 
interests benefit from capital expenditures in other years 
and as prices improve. Oil and gas sales in 1978 also 
benefited from higher unit sales and improved prices. 


General and administrative expenses were higher 
in 1978, primarily because of increased salaries and 
legal expenses. Depletion, depreciation, and amortiza- 
tion charges increased in 1978 with increased produc- 
tion. 
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